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HIGHLIGHTS 


1975 1974 
(Restated*) 
ST ts as ete i RL ate Pe ekg ae, $26,791,291 $22,492,206 


Sis Ab FN rR it ee a $ 20,791 $ 999,794 


EARNINGS PER-SHARE ious. $ .01 $ il 
NUMBER OF SHARES OUTSTANDING ..... 1,681,608 1,681,608 
NUMBER OF REGISTERED SHAREHOLDERS 1,100 1,075 
SHAREHOLDERS’ EQUITY. 2 cose $11,535,023 $11,514,232 
BOOKVALUE;PER SHARES. eo 5 ny ae $ 6.86 $ 6.85 


* See Notes 2 and 3. 


President's Message 


TO OUR STOCKHOLDERS: 


Many of the problems Van Der Hout began to 
encounter in 1974 continued into 1975. 


Due primarily to the introduction of bumper energy 
absorbers to the North American original equipment 
market, the Company’s sales rose 19 percent to 
$26,791,000, compared to $22,492,000 in 1974. How- 
ever, higher than anticipated manufacturing costs 
and our inability to achieve off-setting price in- 
creases resulted in a substantial drain on profits. 
Earnings per share were 01 cent versus 77 cents 
in the previous year. 


The slowdown in Detroit passenger car sales has 
been well documented. This was a significant factor 
in the reduced level of sales of our wheel shocks to 
the original equipment market. Moreover, we were 
unable to obtain sufficient price increases to offset 
continuous inflationary cost pressures in labor, 
materials and freight. The precipitous decline in 
truck and recreational vehicle sales, a market in 
which our Gabriel Division has significant market 
penetration, was also a serious problem. 


It is usual under such conditions for the aftermarket 
to be buoyant, but the rise in aftermarket sales was 
lower than anticipated due to a reduction in discre- 
tionary spending by consumers and a lowering of 
wholesalers’ inventory levels. A bright spot, how- 
ever, was the extremely encouraging sales of our 
“Adjustable E’s’” and famous ‘HiJackers”’ air-oil 
shock absorbers for the fast-growing van market. 


Our exhaust products division was able to attract 
significant new business and finished 1975 on 
target. Our Orangeville Division, however, which 
manufactures and distributes specialty auto equip- 
ment and parts to the wholesale distribution net- 
work, was unable to increase its market share in 
key product areas. 


The results of the year were also affected by man- 
agement’s decision to write down certain inven- 
tories at year-end. This decision was made after 
careful assessment of the realizable value of these 
inventories and after recognition of inventory cost- 
ing problems related to the introduction of a new 
computer system. 


In prior years, the Company capitalized major re- 
search and development costs and amortized them 


against future earnings. Commencing with 1975, 
these costs have been expensed as incurred. This 
change in accounting policy was made as a result 
of the inherent difficulty in estimating the future 
potential of new product introductions and in view 
of our experiences with bumper energy absorbers. 
The new policy was applied retroactively, reflecting 
a decrease of $201,334 in 1974 earnings. The effect 
on 1975 was to improve earnings by $170,704. 


Looking ahead to the balance of 1976, we see 
modest signs of a continuing improvement in new 
passenger car sales. This, coupled with a resurg- 
ence of new truck and recreational vehicle sales, 
should improve the original equipment segment of 
our business. Competition within the replacement 
market, however, has intensified, and the impact 
of Anti-Inflation Board regulations has created 
uncertainties in forecasting the growth in this 
important market. Nevertheless, our strong tradi- 
tional customer franchise places our Company in an 
excellent position to capitalize on new opportuni- 
ties. Also, the introduction in 1976 of several new 
HiJackers applications for compact car owners 
significantly expands the market for this growing 
segment of our business. 


In the area of bumper energy absorbers, our 
manufacturing efficiency has been substantially 
improved and this factor, combined with a suc- 
cessful cost reduction program, should ensure the 
beginning of acontribution to profits by this product 
line in 1976. 


It is a tribute to all our employees that we have 
been able to make important strides in the face 
of adversity. Their continued efforts support the 
Company’s anticipated earnings recovery in 1976. 


On behalf of the Board, 


Foe 


NORMAN B. WRIGHT, 
President. 


Van Der Hout ASSOCIATES LIMITED AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF INCOME 


Year Ended December 31 


1975 
OGM emer Tir roe Ve MAMET A tp ysr' ue 2 eka yh ape eee eae $26,791,291 
Wa SAICSe tae ete a etter ee ges ed rh ae ~ 90,713,852 
Selling, general and administrative expenses ............... 4,643,187 
Depreciation and amortization of fixedassets............... 728,389 
PmeresrOnOnG-telm) GODt (os bi Aor ede eee ll ye, es 100,274 
COS IYEDS TINY ESCH es eh Oi i a tae thea 491,647 
26,677,349 
Income before income taxes and minority interest ........... 413,942 
Less: 
Income taxes (Note 9): 
GUIKENETECONEIY) use ono hots, ote ele Were tenet tes (418,644) 
DUOFEM ee eae eee Ane Sie CS Rata p atin he, grt AN Raat 2) 504,100 
MIMVOLILY MINTCLOGU StU hem rank Reeders feet uly kako o mek 7,695 
93,151 
20,791 
Earnings of Gabriel of Canada Limited prior to acquisition .... iss 
NEE AMCOMIO Se depth neg eee ne Oe S Cas STnD rngg wte n ec i? $ 20,791 
Eats DOr SIAle cerry os ee ea eat ok gh Ceca Se aera eta eae $ 01 


1974 


(Restated) 
(Notes 2 and 3) 


$22,492,206 
15,675,388 
3,491,065 
582,404 
76,418 
287,436 
20,142,741 
2,379,495 


461,221 

474,600 

19,334 

955,155 

~ 1,424,340 

424,546 

$ 999,794 
ay 


See Accompanying Notes. 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


Retained earnings, beginning of year, as restated (Note 2) .... $ 5,368,124 
NGEFIICOME™ on ty Se iin ety, Set tae earth 7) Ste 20,791 
Retained-earnings; ena of yearn on. =. eek ee $ 5,388,915 


$ 4,368,330 
999,794 
$ 5,368,124 


See Accompanying Notes. 


Van Der Hout associates LiMiTED AND SUBSIDIARY COMPANIES 


(Incorporated under the laws of Ontario) 


CONSOLIDATED BALANCE SHEET  pecemeer:;1, 1975 


ASSETS 


eae, tere EeeA) 
(Restated) 
(Note 2) 
Current: 
Cash and short-term deposit receipts ...-............... $ — $ 124,814 
Accounts receivable less allowance of $75,828 for 
doubtfulaccountsS (1i974—$721241) 22 Oe ee 4,948,165 5,014,282 
Sundry receivables and prepaid expenses............... 299,203 | 582,843 
inventories: (NOTA an oe seca ee eee ee ee 10,332,667 9,539,363 
Corporation, taxes refundable...” a. a eee ee 805,616 42,598 
16,385,651 15,303,900 
Property, plant and equipment (Note 5) .................... 7,279,434 7,313,348 
Other: 
Cash surrender value of lifeinsurance........... a a Ree eat 99,415 94,735 
Sunfly aSSOP Ais ee SNe Be eS ee. eileen meee 27,399 41,009 
126,814 135,744 


$23,791,899 $22,752,992 


See Accompanying Notes. 


On behalf of the Board: 
J. B. VAN DER HOUT (Director) 


N. B. WRIGHT (Director) 


LIABILITIES 


Current: 
Bank indebtedness (Note 6) ............ 
Accounts payable and accrued liabilities 
Current portion of long-term debt (Note 7) 


Long-term debt (Note 7) 
Deferred income taxes 
Minority interest 


SHAREHOLDERS’ EQUITY 


Capital stock: 
Authorized: 
1,800,000 Common shares, no par value 
Issued: 
1,681,608 Shares 
Retained earmings ce snd oo ee! 
Contributed surplus (Note 8) 


Deduct: 


2,600 Shares acquired and held for future disposition 


(at cost) 


1975 1974 
(Restated) 
(Note 2) 
Again ites oop ee $°0,1213986 $ 4,152,269 
Pee me nate ea de ate 4,261,727 4,396,279 
ND eage ee ee R eT 229,414 348,631 
9,612,727 8,897,179 
REO ih ah. Wa ether h, Poets 832,850 1,042,077 
POET ECR Binh Ee. 1,692,285 1,188,185 
Ee AACE Dac Sat RO 119,014 111,319 
HS agai chee Sve} 5,857,142 5,857,142 
A Oe Py ee ar 5,388,915 5,368,124 
Pca’ ak Seen ae 308,488 308,488 
cron Weente ere 19,522 19:522 
11,535,023 11,514,232 
$23,791,899 $22,752,992 


AUDITORS’ REPORT 
To the Shareholders of Van Der Hout Associates Limited 


We have examined the consolidated balance sheet of 
Van Der Hout Associates Limited and its subsidiaries as at 
December 31, 1975 and the consolidated statements of income, 
retained earnings and changes in financial position for the year 
then ended. Our examination included a general review of the 
accounting procedures and such tests of accounting records 
and other supporting evidence as we considered necessary in 
the circumstances. 


Toronto, Ontario. 
February 10, 1976. 


In our opinion these consolidated financial statements 
present fairly the financial position of the companies as at 
December 31, 1975 and the results of their operations and the 
changes in financial position for the year then ended, in accord- 
ance with generally accepted accounting principles applied on 
a basis consistent with that of the preceding year as restated 
(see Note 2). 


LAVENTHOL & HORWATH 
Chartered Accountants 


Van Der Hout assocutes LIMITED AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF CHANGES IN 
FINANCIAL POSITION 


Year Ended December 31 


1975 1974 
(Restated) 
(Note 2) 
Financial resources were provided by: 

Working capital provided from operations (Note 10) ....... $ 1,243,978 $ 1,701,394 
Increase in working capital resulting from 

the acquisitiomot:subsidiatyct cee an ete — 4,586,898 
Issue of common stock: 

ACQUISITION OF Gabriclta iri oe eae eet ah ee ae 4,777,762 
Minority interest in controlled subsidiary............... ; ee 490 


1,243,978 11,066,544 


Financial resources were used for: 
Acquisition of Gabriel of Canada Limited, 
net assets acquired at assigned cost: 


Working capitals os Ae ee ee eo ee — 4,586,898 
Fixed assetsy 3. a oe Sa ie ee eee a 5,960,301 
Other a tis oe eee ee ea ig hn ee ee aes 829,596 
ae 11,376,795 

Less: S 
Long-term debt and deferred income taxes......... pie. 2,254,831 
Investment of prior years on equity basis........... —— 4,344,202 
Pay 6,599,033 
i Cae ait Le ee 
Reduction of long-term debit oa202 2. = ce ee oe 209,227 346,465 
Addition to Tixecvassetsn” 4. eee i re oe 668,548 1,195,124 
Deferred charges .............2.. Pens Pease MOEN. Unter baa = 41,009 
877,775 6,360,360 
Increase in working capitals: seg, oe ee cls be a, 366,203 4,706,184 
Working capital at beginning of year...................... 6,406,721 1,700,537 
Working capital-at’end of year <3. ucn ee en $ 6,772,924  $ 6,406,721 


See Accompanying Notes. 


A tS SSS 


Van Der Hout associates timiTeD AND SUBSIDIARY COMPANIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


DECEMBER 31, 1975 


1. 


Summary of significant accounting policies: 


(a) Basis of consolidation: 
The consolidated financial statements include the 
accounts of all wholly-owned subsidiaries and two 
controlled corporations in which the company has a 
51% interest. All material inter-company transactions 
have been eliminated. 


(b) Inventories: 
Inventories utilized in the company’s operations are 
vaiued at the lower of cost and net realizable value. 
Cost includes appropriate elements of material, 
labour and factory overhead. 

(c) Depreciation and amortization: 


Depreciation has been recorded on a basis to amortize 
the cost of property, plant and equipment over their 
estimated useful life. 


2. Accounting change: 


In prior years, the company capitalized major research and 
development costs and amortized them against future 
earnings. Commencing with the 1975 year, the company 
has charged major research and development costs to 
expenses as incurred. There is no accounting recom- 
mendation by the Canadian Institute of Chartered Accoun- 
tants in connection with research and development. 
However, in the United States, the Financial Accounting 
Standards Board has _ recently announced specific 
accounting recommendations dealing with research and 
development costs. The current change is consistent with 
these recommendations. 

This new policy is considered preferable because it avoids 
the necessity of making inherently difficult decisions as to 
the potential future value of specific research projects. 
This change in the basis of accounting has been given 
retroactive effect with the results that retained earnings at 
January 1, 1974 has been reduced by $302,838 and the 
results of operations for 1974, as previously reported, have 
been decreased by $201,334. 

Had the change in the basis of accounting for research 
and development not been effected, the 1975 operations 
would have reflected a loss of $149,913. 


Reclassification: 


Certain 1974 costs have been reclassified to conform with 
the 1975 presentation as follows: 


Selling, 
General & 
Admini- 
Cost of strative 
Sales Sales Expenses 


As previously 
reported ........ $22,145,688 $15,942,512 $2,486,181 
Cost reclassified: 
Costs previously 
deducted 
directly from 
sales 
General and 
administrative 
expenses pre- 
viously included 
in cost of sales —_— 


22,492,206 


346,518 — 346,518 


(267,124) 267,124 
15,675,388 3,099,823 


1974 restatement of 
research and 
development 
(Note. 2)F ance. 2 —_— — 391,242 


$22,492,206 $15,675,388 $3,491,065 


4. 


5. 


7. 


Inventories: 
1975 1974 
Finishedigoodsya. 72)... $ 4,690,797 $ 3,938,635 
Work in process ............ 2,603,941 1,885,053 
Raw materials .............. 3,037,929 3,715,675 
$10,332,667 $ 9,539,363 


Property, plant and equipment: 
Property, plant and equipment consist of the folowing: 


Accumulated 


t 
Depreciation 1975 1974 


$ 828,909 $ 828,909 


Cost 


Land . $ 828,909 $ — 
Building 
and 
improve- 
ments . 
Machinery, 
equip- 
ment, 
tooling, 
etc. ... 8,316,806 3,497,763 4,819,043 4,786,757 


$11,453,664 $4,174,230 $7,279,434 $7,313,348 


2,307,949 676,467 1,631,482 1,697,682 


Bank indebtedness: 


The company has given a general assignment of book 
debts as collateral for its bank indebtedness. 


Long-term debt: 


Balance 


Outstanding Current Long-Term 


Mortgage payable, 
92%, due 
January 18, 1984 . $ 330,081 $ 

Promissory note, 
6%, due 
April 1, 1976 .... 

Debenture payable, 
8%% , due 
March 15, 1978, 
secured bya 
floating charge on 
the equipment ... 


Loan payable, no 
interest, due 
June 1, 1976 .... 


Note payable, 
affiliated company, 
prime bank rate, 
due July 25, 1978. 


28,875 $ 301,206 


29,365 29,365 — 


260,280 115,680 144,600 


55,494 55,494 = 


387,043 = 387,043 
$1,062,263 $ 229,414 $ 832,849 


The aggregate repayments required in each of the next 
five years are as follows: 


NOG ret ke ees $229,414 
NY eet aan ow 148,214 
NOB een neeas 451,948 
WOT Gece soe 39,009 


42,716 


10. 


Contributed surplus: 


The company received funds under government incentive 
programs of which only 50% was repayable. The remain- 
ing 50% was forgiven upon meeting certain terms and 
conditions, one of which was the repayment of the 
other 50%. The forgiven portion has been recorded as 
contributed surplus. 


Income taxes: 


Income tax recoveries in 1975 are a result of the company 
claiming depreciation for income tax purposes in excess 
of depreciation recorded in the accounts creating a 1975 
income tax loss which was applied back to 1974. As the 
1975 tax loss is a result of timing differences deferred 
income taxes have been recognized in accordance with 
the company’s accounting policy for tax allocation. 


The company cannot avail itself of certain losses in a 
controlled corporation. Accordingly, the consolidated in- 
come tax expense appears in excess of prevailing rates. 


Working capital provided from operations: 


1975 1974 
Netcincome te. 4 sae a eee $ 20,791 $ 999,794 
Add (deduct) items not involving 
a current outlay (receipt) of 
working capital: 
Equity in earnings of Gabriel — (407,895) 
Deferred income taxes ... 504,100 474,600 
Depreciation and 
amonizationue saree 728,389 315,498 
Minority interest in income 7,695 19,334 
Increase in cash surrender 
value of life insurance .. (4,680) (6,902) 
Research and development 
costs written off ....... —_ 305,583 
Amortization of deferred 
charges: i seas aoe eee 13,610 — 
Loss (gain) on sale of 
fixedvassets oa a (25,927) 1,382 


$1,243,978 $1,701,394 


11. 


12. 


13. 


Remuneration of directors and senior officers: 


The aggregate remuneration paid by the company and its 
subsidiaries to its directors and senior officers for the year 
ended December 31, 1975 amount to $253,528 (1974 — 
$243,811). 


Commitments: 


(a) Long-term leases: 

The company pays annual rentals of approximately 
$151,000 plus property taxes and insurance under its 
building leases which expire at various dates up to and 
including 1980. 

Pension plan: 

During the year the company instituted a salaried 
Employees’ Pension Plan. As of June 30, 1975 the 
estimated unfunded liability for past service pensions 
amounted to approximately $269,000. It is intended 
that this liability be paid over the next 15 years by 
means of annual instalments of approximately $26,000 
which includes principal and interest and will be 
charged against operations as paid. 


(b 


— 


The company is subject to the restraint of profit margins, 
prices, dividends and compensation as provided by the 
Anti-Inflation Act. 


Van Der Hout associates LiMiTED AND SUBSIDIARY COMPANIES 


FIVE YEAR COMPARATIVE SUMMARY OF OPERATIONS 


1975 1974 1973 1972 1971 
Net Sales (1)(2)............ en $26,791,291 $22,492,206 $21,627,063 $18,784,508 $20,095,453 
Cost of sales (2) .............. 20,713,852 15,675,388 15,112,982 13,043,619 15,347,532 
Gross Profit.............4%..... 6,077,439 6,816,818 6,514,081 5,740,889 4,747,921 
Selling general and administrative 
expenses (2) (3) ............ 4,643,187 3,491,065 2,519,793 2,041,616 2,026,128 
Depreciation and amortization .. 728,389 582,404 512,201 424,186 347,648 
5,371,576 4,073,469 3,031,994 2,465,802 2,373,776 
OperatingiIncome..............._—s 705,863 + ~—- 2,743,349»: 3,482,087 + 3,275,087 ~—-_ 2,374,145 
Interestexpense .............. 591,921 363,854 102,365 106,879 137,418 
Income from Consolidated 
Operations Before Income Taxes . 113,942 2,379,495 3,379,722 3,168,208 2,236,727 
Provision of income taxes (4) ... 85,456 935,821 1,431,642 1,541,259 1,156,717 
Income from Consolidated 
Operations .................. 28,486 1,443,674 1,948,080 1,626,949 1,080,010 
Earnings of Gabriel of Canada 
Limited prior to acquisition ... — 424,546 935,753 735,020 462,400 
Minority interest .............. 7,695 19,334 21,897 21,042 13,596 
7,695 443,880 957,650 756,062 475,996 
Net Income.................... $ 20,791 $ 999,794 $ 990,430 $ 870,887 $ 604,104 
-Earningspershare.............. .01 7 1.10 1.00 72 
Earnings per share fully diluted __._ . 01 mie 1.10 .99 68 
1. See Note 1 to the Consolidated Financial Statements. Earnings per share fully diluted have been computed based 
2. See Note 3 to the Consolidated Financial Statements. 5 eg Rao. ee 
3. See Note 2 to the Consolidated Financial Statements. ieee = TS 
4. See Note 9 to the Consolidated Financial Statements. 1972— 897,297 
5. Earnings per share were computed on the basis of average Oe ta 


outstanding common shares for each period as follows: 
1975 — 1,679,008 
1974 — 1,298,434 


*1971, 1972 and 1973 have been restated to give effect to the 
changes outlined in notes 2 and 3 to the consolidated finan- 
cial statements and for comparative purposes to include the 


1973-— 895,618 net income of Gabriel of Canada Limited by the individual 
‘* 1972— 872,297 income and expense accounts with a deduction for the earn- 
1971- 844,335 ings attributable to the additional 51% acquired in 1974. 


SS SS 2 ——— 


VAN DER HOUT LINES OF BUSINESS 


The Company is involved in the manufacture and distribution of automotive parts and related products. 
This constitutes all of the Company’s business, the details of which are presented in the five year 
comparative summary of operations above. 


STOCK PRICES 


Van Der Hout’s stock, traded on the Toronto Stock Exchange recorded the following prices during the 
last two years. 


1975 1974 
Quarter High Low High Low 
ECSU eect Ok 3.90 3.90 PETES 7.62 
Séconde, Seen &- A420) 410 6.62 6.25 
“TWAT e rc oi erga ea 3.00 3.20 3.75 3.70 
BOUNING. fees... 2.40 2.30 2.75 2.20 


